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The  Trade  Acceptance 

in 

National  Preparedness 

The  Trade  Acceptance,  which  is  causing  so  much 
discussion  in  commercial  circles  just  now,  comes  to 
us,  not  in  the  least  as  a  stranger,  but  rather  as  an 
old  and  once  highly  valued  and  trusted  friend  which, 
for  some  reason  or  other,  certainly  not  any  fault  of 
its  own,  has  been  allowed  to  fall  into  disuse  in  the 
country's  business.  Naturally,  our  present  interest 
is  to  find  out  whether  in  the  national  commercial 
situation  as  it  now  exists  there  is  anything  which 
might  justify  us  in  denying  to  the  acceptance  any 
part  of  the  favorable  consideration  which  it  was  ac- 
corded in  former  years.  The  task  is  not  easy.  When 
the  acceptance  passed  out  of  active  use  its  place  was 
taken  by  other  less  meritorious  methods  which,  in 
the  existing  emergency,  served  a  fairly  satisfactory 
purpose. 

Among  these  were  the  open-book  account,  the 
cash  discount  and  single-name  paper.  If  they  had 
passed  out  of  existence  with  the  national  emergency 
which  brought  them  in,  the  acceptance  would  have 
returned  to  use,  in  part  at  least,  and  our  present  task 
of  getting  it  before  the  business  of  the  country  fully 
upon  a  basis  of  merit  and  for  use  under  the  Federal 
Reserve  System  would  be  much  easier  than  we  find 
it.  As  it  was,  these  methods,  after  serving  their 
proper  emergency  purpose,  stayed  with  us  without 
any  apparently  good  reason — they  just  stayed.  It 
may  be  that  there  was  no  one  or  no  institution  whose 
particular  business  it  was  to  eliminate  them  and  re- 
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introduce  the  more  logical,  because  more  highly 
e£Bicient  and  scientific,  trade  acceptance.  It  may  be 
that  business  was  so  comfortable  and  business  success 
so  easy  that  there  was  developed  a  sort  of  national 
disposition  to  leave  good  enough  alone.  It  may  be 
that  a  natural  result  of  the  employment  of  these  not 
altogether  scientific  methods  has  been  that  out  of 
them  have  grown  privileges  and  advantages  not  fully 
justified  in  fairness,  but  which  certain  classes  of 
favored  individuals  and  concerns  are  not  disposed  to 
yield  without  a  struggle. 

In  any  event,  the  open-book  account,  the  cash  dis- 
count and  the  single-name  paper  are  with  us,  definitely 
appearing  throughout  our  commercial  institutions  in 
some  form — good,  indifferent  or  bad.  It  is  probable 
also  that  they  will  continue  so  to  appear  until  national 
necessity  or  a  national  educational  campaign  upon 
this  point  will  drive  business  back  again  to  the  Trade 
Acceptance  as  the  best  and  safest  means  of  conduct- 
ing commercial  credit  transactions. 

With  the  history  of  the  rise  of  the  Trade  Accept- 
ance in  early  American  business  we  need  not  concern 
ourselves.  It  came  to  us  as  it  has  come  to  the  people 
of  other  countries,  as  the  logical  method  of  conducting 
the  class  of  business  transactions  based  upon  credit. 
It  carried  on  its  face  the  evidence  of  efiiciency — of 
economy — of  security — of  a  proper  and  rational  rela- 
tionship of  all  parries  concerned.  Obviously,  it 
served  its  particular  purpose  better  than  could  be 
done  by  any  other  method.  Its  popularity  was  un- 
qualified. As  in  Europe  at  present,  it  was  considered 
almost  indispensable  in  commercial  operations. 

Its  fall  from  popularity  in  American  business  prac- 
tically dates  from  the  Civil  War.  It  appears  to  have 
been  due  principally  to  two  conditions.  One,  natu- 
rally growing  out  of  the  necessities  of  war,  an  un- 
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reasonable  scramble  for  cash  almost  regardless  of  the 
sacrifice  of  face  value  of  commercial  paper,  the  other, 
the  development  of  an  entirely  unreasonable  national 
prejudice  which  for  two  generations  blinded  the  peo- 
ple of  the  country  to  the  merit  and  necessity  of  a 
cenual  bank,  which  would  give  to  our  financial  sys- 
tem a  head  and  provide  the  final  and  adequate  re- 
discount facilities  required  for  the  effective  absorption 
of  commercial  paper  produced  by  the  country's  busi- 
ness. 

It  was  the  combination  of  these  two  conditions 
which  forced  the  Trade  Acceptance  out  of  the  field. 
Had  the  country  possessed  an  institution  like  the 
Bank  of  England,  the  Bank  of  France,  the  German 
Reichsbank,  or  our  present  Federal  Reserve  Bank, 
standing  ready  to  rediscount  such  commercial  paper 
as  carried  on  its  face  sufficient  evidence  of  character, 
it  is  fair  to  assume  that  the  Trade  Acceptance  would 
have  held  its  proper  position  in  the  business  of  the 
country,  regardless  of  any  national  suspicion  against 
commercial  paper,  and  regardless  also  of  a  temporary 
condition  of  national  financial  weakness.  In  such  a 
situation  the  Acceptance  would  serve  its  own  dis- 
tinct purpose;  that  is,  would  cover  credit  obligations 
based  upon  actual  commercial  transactions,  and 
would  represent  inestimable  value  as  an  asset  against 
which  currency  could  be  issued,  thereby  rendering 
the  resources  of  the  country  fully  available  for  either 
ordinary  or  emergency  purposes. 

Instead  of  this  we  now  have  a  national  commeraal 
credit  situation  which  is  filled  with  difficulties.  Com- 
mercial transactions  which  are  clean-cut  and  business- 
like until  they  reach  the  point  of  credit  arrangement, 
at  that  point  are  put  into  open-book  accounts,  in 
which  form  they  develop  a  variety  of  absurdities 
which  would  be  amusing  if  the  situation  were  not  so 
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serious.  The  date  of  maturity  of  the  obligation, 
while  understood,  is  left  wide  open.  If  at  any  time 
before  payment  of  the  account  it  becomes  necessary 
to  convert  it  into  cash,  it  is  found  that  a  large  por- 
tion of  its  value  is  frozen  and  not  available  for  any 
effective  immediate  purpose.  The  seller,  in  effect, 
performs  a  gratuitous  banking  service  for  the  buyer, 
and,  in  addition,  assumes  the  burden  of  proof  when- 
ever the  buyer  is  disposed  to  question  the  correctness 
of  the  account  on  a  basis  of  deliveries,  quality,  etc. 
The  cash  discount  has  lost  much  of  its  proper  sig- 
nificance as  a  trade  argument  and  has  wandered  far 
from  the  use  it  originally  was  intended  should  be 
made  of  it.  The  promissory  note,  or  what  bankers 
regard  as  a  customer's  receivable,  once  an  eminently 
respectable  means  of  expressing  an  open  obligation, 
has  been  used  to  cover  such  a  variety  of  widely  dif- 
fering purposes,  running  all  the  way  from  a  perfectly 
sound  commercial  transaction,  through  all  sorts  of 
speculative  enterprises,  down  to  the  closing  out  of  a 
perfectly  worthless  account,  that  its  present  real 
character  is  something  exceedingly  difficult  to  define. 

The  continuation  of  such  a  situation  would  have 
been  impossible  had  the  business  of  the  country  been 
obliged  to  proceed  under  different  conditions.  Busi- 
ness carelessness  developed  rapidly,  in  spite  of  the 
frequent  warnings  of  failures  and  panics.  The  evi- 
dences of  national  prosperity  were  so  great  and  busi- 
ness successes  apparently  so  easy  as  to  furnish  an 
almost  ideal  field  for  the  development  of  loose  and 
slipshod  business  methods.  It  apparently  was  not 
necessary  that  business  men  employ  the  very  best 
business  methods  when  there  were  easily  available 
other  methods  which  appeared  to  serve  their  purpose 
fairly  well.  Undeveloped  wealth  was  inexhaustible — 
opportunities  unlimited — markets   were  active — 


6 


prices  high.  If  the  business  man  did  not  succeed  in 
one  field,  there  were  a  dozen  others  open  to  him.  If 
the  individual  or  community  failed  in  one  secdon, 
there  always  was  another  to  which  they  could  move. 
Profits  were  liberal  and  occasional  losses  not  taken 
seriously  in  the  face  of  a  general  average  which  was 
favorable.  Even  flat  failure  lacked  much  of  the  fatal 
quality  because  of  the  ever-present  promise  of  oppor- 
tunity. Competition  was  easy — good-natured  busi- 
ness rivalry  there  was,  but  none  of  the  deadly  com- 
mercial strife  such  as  characterized  the  history  of  the 
German-English  struggle  for  commercial  mastery  in 
the  Far  East  or  in  South  America. 

Now  we  find  this  situation  changing  and  possessing 
every  evidence  of  greater  change  in  the  future.  The 
era  of  special  commercial  privilege  is  passing.  All 
that  the  war  will  do  to  us  we  do  not  know.  We  do 
know,  however,  that  one  of  its  effects  will  be  to  in- 
ternationalize our  business — ^to  put  it  on  a  broader 
basis — to  introduce  into  it  more  severe  methods  of 
competition  than  we  have  known  in  the  past.  Busi- 
ness men  are  beginning  to  realize  that  at  last  we  have 
become  an  active  element  in  the  conamerce  of  the 
world. 

There  are  a  number  of  different  grounds  upon 
which  the  general  use  of  the  Trade  Acceptance  might 
be  justified.  It  might  be  said  that  it  helps  the  buyer 
by  placing  and  keeping  him  in  a  position  in  which  he 
constantly  can  keep  track  of  and  measure  his  out- 
standing obligations,  and  thereby  conduct  his  busi- 
ness upon  a  safer  and  more  effective  basis.  It  might 
be  said  that  it  operates  to  the  proper  advantage  of 
the  seller  by  tending  to  furnish  relief  from  the  un- 
reasonable burden  he  bears  in  connection  with  the 
financing  of  his  customers — a  burden  which  has  come 
to  him  through  the  traditions  of  an  unfortunate  busi- 
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ness  practice  and  in  return  for  which  he  receives  no 
compensation  unless  in  the  form  of  a  rarely  expressed 
customer's  gratitude. 

It  might  be  said  of  the  acceptance  that  it  operates 
in  the  interest  of  banking  and  of  general  finance, 
because  it  makes  better  business,  creates  a  better 
class  of  accounts,  develops  a  keener  sense  of  obliga- 
tion, insures  more  prompt  attention  to  payments 
when  due,  and,  in  general,  tends  toward  the  elimi- 
nation from  financial  transactions  of  many  of  the 
elements  of  difficulty  and  annoyance  which  now  em- 
barrass them.  It  might  be  said  that  it  operates  in  the 
favorable  interest  of  general  business  because  of  the 
check  which  it  provides  against  carelessness,  reck- 
lessness and  extravagance;  because  of  the  constant 
suggestion  it  brings  to  the  debtor  of  the  fact  that  if 
he  does  not  meet  his  obligations  promptly  when  due 
his  credit  will  be  put  to  the  test.  It  is  believed, 
though,  that  its  greatest  significance  and  fullest  justi- 
fication are  to  be  found  in  a  theory  larger,  more 
important,  more  filled  with  meaning  for  us  just  now, 
than  in  any  of  these  referred  to — the  theory  of  na- 
tional preparedness.  No  reference  is  had  to  military 
or  naval  preparedness,  as  consideration  of  these  con- 
sistently may  be  left  to  others.  The  preparedness 
referred  to  is  the  not  less  important,  though,  unfor- 
tunately, less  discussed  and  less  understood  phase  of 
the  subject — ^financial-commercial  preparedness. 

It  would  be  dehghtful  if  we  might  assume  that  our 
present  condition  of  national  prosperity  is  soundly 
based — or  the  result  of  our  own  merit  or  effort — or 
under  our  control — or  that  its  present  momentum 
will  carry  it  on  indefinitely.  It  would  be  pleasant 
to  believe  that  our  present  national  tendencies  are 
safe  tendencies;  that  the  relation  between  govern- 
ment and  business  has  been  fully  worked  out  and 
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properly  adjusted;  that  the  spirit  of  national  coop- 
eration has  been  properly  develop^;  that  our 
financial  and  business  institutions  and  methods  are 
proceeding  along  soundly  scientific  lines,  and,  in 
general,  that  we  are  fully  prepared  for  cv&ol  the  worst 
the  future  may  bring. 

Unfortunately,  however,  the  case  is  quite  other- 
wise. The  graiius  of  our  people — ^their  patriotism — 
their  willingness  to  make  whatever  sacrifice  may  be 
required  in  the  national  interest — our  great  stocks 
of  gold — the  immense  business  wealth  of  the  nation 
and  its  even  greater  undeveloped  wealth — ^these 
assets  we  possess,  but  in  such  form  and  under  such 
conditions  and  in  such  relation  with  each  other  as  to 
represent  an  effective  total  which  falls  far  short  of 
constituting  a  true  condition  of  national  and  financial 
preparedness. 

The  Trade  Acceptance  means  more  to  the  future 
of  American  commerce  than  we  can  realize  at  present. 
It  should  be  taken  seriously  and  its  merit  considered 
almost  in  a  patriotic  sense.  It  can  be  justified  from 
the  viewpoint  of  your  own  personal  interest  and  that 
of  others  in  the  commercial  field  in  which  you  may 
be  interested,  but  you  should  consider  it  also  in  terms 
of  its  bearing  upon  the  business  of  the  country  and 
upon  national  prosperity.  Just  as  we  should  insist 
upon  the  essentially  democratic  doctrine  of  universal 
military  training  to  protect  the  rights  of  our  people, 
the  honor  and  integrity  and  future  of  our  nation,  so 
should  we  insist  upon  the  employment  of  sound  and 
economical  commercial  methods  to  protect  the  re- 
sources of  our  country  and  our  commercial  interests, 
wherever  they  may  be  and  however  expressed. 

Speaking  to  a  body  of  practical  and  experienced 
business  men,  it  should  not  be  necessary  to  dwell  at 
any  length  upon  the  importance  of  the  element  of 
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credit  in  all  scientifically  conducted  commercial 
operations.  In  a  way,  it  is  more  important  even  than 
money  itself,  money  being  only  an  arbitrary  measure 
of  value,  while  credit,  though  measurable  in  terms  of 
money,  is  of  the  very  substance  of  value.  If,  even 
for  one  day,  we  were  forced  to  conduct  the  business 
of  the  nation  upon  a  spot-cash  basis,  the  relative 
importance  of  credit  and  money  would  quickly  be- 
come disagreeably  apparent. 

Just  now,  while  we  are  revelling  in  national  luxury, 
with  our  natural  national  competitors  showering 
favors  upon  us  regardless  of  whether  we  deserve  them 
or  not,  the  question  of  national  credit,  unfortunately, 
appears  to  interest  us  in  an  academic  way  only. 
With  the  gold  of  the  world  flowing  in  our  direction 
without  effort  on  our  part — ^with  the  nations  of  the 
world  clamoring  for  our  products  at  any  price— with 
our  exchange  at  a  premium  in  all  the  great  money 
markets  of  the  world — ^it  is  difficult  to  realize  that 
there  will  come  a  time  when  economy  all  along  the 
line,  scientific  utiUzation  of  our  assets  and  proper 
consideration  for  the  wishes  of  the  other  fellow,  will 
be  elements  of  controlling  importance  in  our  com- 
mercial relations  with  the  world.  But,  just  as  surely 
as  we  are  here  today,  that  time  will  come,  and  when 
it  does  come  we  will  cut  a  sorry  figure  before  the 
world  with  our  pretensions  in  world  finance  and 
commerce  unless  we  shall  have  eliminated  the  slip- 
shod commercial  methods  to  which  we  have  become 
accustomed  and  unless  we  shall  have  replaced  them 
with  others  which  are  sound,  economical  and  scien- 
tific. 

In  the  entire  list  of  methods  and  expedients  com- 
monly employed  in  the  class  of  business  which  is 
conducted  upon  a  credit  basis,  I  know  of  none  more 
safely  founded,  more  logically  arranged,  more  eco- 
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nomical  in  operation,  or  better  calculated  to  protect 

the  proper  interests  of  all  parties  concerned,  than  the 
Trade  Acceptance.  Its  plan  of  operation  is  simple 
in  the  extreme  and  its  understanding  need  not  be  in 
the  least  difficult  unless  we  bring  into  its  discussion 
elements  which,  while  they  may  affect  transactions 
out  of  which  the  acceptance  comes,  are  no  part  of 
the  acceptance  itself  and  should  be  considered,  if  at 
all,  in  an  entirely  separate  connection.  I  refier  to 
cash  discounts,  trade  discounts  and  other  details 
which,  after  all,  are  only  trade  arguments  or  trade 
inducements  employed  in  the  consummation  of  the 
transaction  upon  which  the  acceptance  is  based. 

The  Acceptance  has  no  quarrel  with  any  respect- 
able trade  or  commercial  method  which  is  bein  g  p  r  o  p  e  riy 
employed.  Its  path  and  that  of  the  cash  discount  never 
ne^  cross.  If  the  purchaser,  in  settlement,  is  allowed 
an  opdon  between  accepting  a  discount  for  cash  and 
signing  an  acceptance,  he  can  take  his  choice  and 
leave  the  other.  If  the  seller,  in  his  efforts  to  impress 
customers  with  the  merit  of  the  acceptance  and  its 
business  value,  offers  discount  inducements  condi- 
tional up<m  its  use,  the  case  is  equally  clear  and  there 
need  be  no  conflict  of  methods.  If  the  seller,  in  his 
sales  campaign,  uses  the  Trade  Discount  as  an  argu- 
ment or  an  inducement,  it  is  his  privilege  to  do  so. 
In  such  case,  the  use  of  the  acceptance  is  entirely 
practicable.  It  will  be  necessary  only  that  discount 
arguments,  inducements  and  arrangements  be  fully 
completed  before  the  acceptance  arrangement  begins. 
In  other  words,  the  acceptance  will  not  enter  the 
field  until  every  process  of  bargaining  has  been  con- 
summated. It  serves  a  definite  purpose  and  deals 
with  definite  things,  after  a  business  conclusion  has 
been  reached. 

At  this  point,  it  might  be  well  to  decide  just  what 
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the  Trade  Acceptance  is  and  to  fix  for  it  a  definite 
and  unmistakable  place  among  forms  and  methods 
commonly  employed  in  conducting  business  transac- 
tions upon  a  credit  basis.  First  of  all,  it  has  nothing 
to  do  with  any  but  the  credit  features  of  a  transaction, 
and  it  should  have  nothing  to  do  with  any  class  of 
transactions  except  those  concerning  the  purchase 
and  sale  of  merchandise,'  with  a  rather  broad  con- 
struction upon  the  term  "merchandise." 

It  should  not  be  referred  to  as  an  accepted  draft, 
although  in  form  it  is  a  draft  which  has  been  accepted, 
but  there  can  be  accepted  drafts  which  are  furthest 
from  any  purpose  contemplated  in  the  plan  upon 
which  the  Trade  Acceptance  is  based.  It  is  not 
necessary  that  we  attempt  to  justify  its  use  upon  its 
history  in  connection  with  the  commerce  of  other 
countries,  nor  even  in  connection  with  our  own  com- 
merce preceding  the  Civil  War — the  source  of  its 
origin  is  of  no  controlling  importance  to  us,  nor  is 
the  history  of  its  development.  It  happens  to  be 
here — its  merit  is  obvious.  For  the  particular  pur- 
pose it  serves  it  is  the  best  thing  in  the  field.  Suppose 
that  we  consider  it  upon  that  basis  and  leave  every- 
thing else  out  of  the  case. 

The  Federal  Reserve  Board  is  the  official  financial 
body  of  this  country.  It  has  defined  the  Trade 
Acceptance  as: 

''a  bill  of  occhange   *  *   drawn  to  order,  having  a 

definite  maturity  and  payable  in  dollars  in  the  United 
States,  the  obligation  to  pay  which  has  been  accepted 
by  an  acknowledgment,  written  or  stamped,  and  signed 
across  the  face  of  the  instrument,  by  the  company,  firm, 
corp<Mation  or  person  upon  whom  it  u  drawn;  such 
agreement  to  be  to  the  effect  diat  the  acceptor  will  pay 
at  maturiQr,  acondii^  to  its  toior,  sudi  draft  or  1^ 
without  qualifying  condittons." 

It  may  be  assumed  from  the  attitude  of  the  Federal 
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Reserve  Board  toward  the  Trade  Acceptance  that  it 
is  the  intention  that  as  an  instrument  expressing 
credit  value  it  shall  more  nearly  approximate  the 
condition  of  actual  currency  than  does  any  other 
class  of  paper  in  the  conmiercial  field.  It  is  clear 
that  in  order  to  make  this  possible  it  must  fully  pro- 
tect all  interests  concerned  and  must,  on  its  face, 
provide  sufficient  evidence  to  justify  the  confidence 
of  a  purchaser  who  possesses  no  additional  informa- 
tion concerning  the  transaction  out  of  which  it  grows. 
Otherwise  stated,  it  must  be  in  such  form  as  to  be 
fully  and  freely  negotiable.  As  the  Federal  Reserve 
Board  expresses  it,  it  must  possess  the  quality  of 
'  ^eligibility."  Other  classes  of  conmiercial  paper 
may  be  negotiable,  as  the  promissory  note,  which, 
under  certain  definitely  specified  conditions,  may  be 
disa>unted  at  Federal  Reserve  Banks.  The  distinc- 
tion, however,  is  based  upon  the  fact  that  with  the 
promissory  note  the  element  upon  which  the  pur- 
chaser bases  his  confidence  is  his  faith  in  the  unsup- 
ported ability  and  integrity  of  the  maker.  With  the 
Trade  Acceptance,  the  purchaser's  protection  is  not 
confined  alone  to  knowledge  which  he  may  possess 
concerning  names  appearing,  but  is  supported  also 
by  a  commercially  accepted,  fully  protected,  and 
legally  approved  theory  to  the  effect  that  a  certain 
commercial  instrument  made  in  a  certain  form  and 
possessing  certain  other  characteristics,  subject  to 
determination  by  the  Federal  Reserve  Board,  which 
appear  on  its  face,  and  known  as  a  Trade  Acceptance, 
shall  be  eligible  for  re-discount  at  Federal  Reserve 
Banks. 

Naturally,  this  marked  distinction  which  has  been 
conferred  upon  the  Trade  Acceptance  is  not  the  result 
of  mere  arbitrary  choice,  but  is  based  upon  substan- 
tial grounds.  The  theory  of  eli^bility  must  be  fully 
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protected  if  the  acceptance  is  to  serve  its  proper 
purpose  and  be  easily  recognizable  as  ehgible.  This 
protection  is  expressed  in  the  following  requirements, 
all  of  which  demand  compUance  before  the  full- 
fledged  acceptance  can  be  put  into  circulation;  that 
is,  before  it  can  pass  through  Federal  Reserve  Banks: 
First,  it  must  arise  from  an  actual  commercial  trans- 
action, domestic  or  foreign.  Second,  it  must  be 
unconditional;  that  is,  an  unconditional  bill  uncon- 
ditionally accepted.  Third,  it  must  be  for  a  definite 
amount  of  money;  and.  Fourth,  it  must  possess  a 
definite  maturity.  It  will  be  seen  that  each  of  these 
requirements  operates  in  the  interest  of  eligibility 
and  for  the  protection  of  the  third  party,  the  pur- 
chaser. The  seller  and  buyer  of  the  merchandise 
concerned,  both  personally  familiar  with  the  details 
of  the  transaction  covered,  can  protect  their  interest 
by  special  arrangement. 

In  practice,  the  operation  of  the  acceptance  is  sim- 
ple in  the  extreme  if  confined  to  its  proper  field;  that 
is,  to  credit  arrangements  growing  out  of  actual  com- 
mercial transactions.  In  its  simplest  manner  of 
employment  it  has  no  necessary  relation  to  any  but 
the  two  original  parties  to  the  transaction  of  purchase 
and  sale — die  seller  and  the  buyer.  At  the  conclu- 
sion of  the  transaction  it  is  decided  between  these 
two  parties  that  the  buyer  owes  the  seller  a  certain 
sum  of  money  to  be  paid  at  a  certain  future  date. 
The  seller  draws  a  bill  upon  the  buyer  covering  the 
definite  amount  of  money  due  and  definitely  indi- 
cating the  date  of  maturity.  The  buyer  accepts  this 
bill  by  writing  across  its  face  "Accepted,"  the  date 
and  place  where  payable,  and  his  signature,  and 
returns  it  to  the  seller.  The  seller,  if  so  disposed, 
can  put  it  in  his  safe  and  hold  it  until  maturity  for 
payment.  If  it  is  not  paid  at  maturity  an  extension 
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can  be  arranged  for  by  means  of  a  renewal,  or,  pref- 
erably by  means  of  a  promissory  note — the  latter 
because  of  the  theory  that  the  acceptance  should  be 
used  to  cover  live,  commercial  transactions  instead 
of  past  due  obligations  resulting  from  non-payment. 

If  the  seller  finds  it  necessary  or  desirable  that  a 
more  extensive  use  of  the  acceptance  shall  be  made, 
he  takes  it  to  his  bank  and  discounts  it,  upon  which 
there  comes  into  the  transaction  immediately  a  third 
party,  the  purchaser  for  value,  and  it  is  in  the  interest 
of  this  and  possible  other  purchasers  on  up  to  final 
re-discount  at  a  Federal  Reserve  Bank  that  the 
requirements  already  indicated  are  insisted  upon 
before  the  acceptance  is  eligible  for  purchase.  It  is 
believed  that  the  best  understanding  of  this  subject 
will  be  possible  if  we  keep  in  mind  an  acceptance 
which  is  fully  used — that  is,  executed,  delivered  and 
negotiated,  rather  than  one  which  does  not  circulate 
beyond  the  original  seller  and  buyer.  The  one  ex- 
presses the  true  function  of  the  acceptance,  the  other 
only  a  part  of  it. 

It  is  difficult  to  imagine  a  class  of  interests  in  any 
way  related  to  commercial  credit  operations  which 
will  not  be  benefited  by  the  general  development  of 
the  Trade  Acceptance. 

The  Seller — It  will  be  helpful  to  the  seller.  Com- 
mercial transactions  will  be  completed  promptly  in- 
stead of  being  allowed  to  remain  open  throughout  a 
possibly  long  drawn-out  credit  period,  with  the  attend- 
ant evils  of  extensions,  counterclaims,  unwarranted 
return  of  goods,  etc.  At  the  time  of  settlement  all 
equities  between  buyer  and  seller  are  definitely  deter- 
mined, and  the  buyer  by  accepting  furnishes  an  implied 
acknowledgment  of  the  correctness  of  the  account. 
If,  later,  possible  objection  to  payment  should  be 
based  upon  a  claim  of  improper  deliveries,  the  bur- 
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den  of  proof  will  rest  where  it  belongs,  upon  the 
buyer,  instead  of  upon  the  seller,  as  at  present. 

Business  can  be  transacted  and  accommodation 
extended  practically  without  impairment  of  the 
seller's  capital,  as  each  transaction  virtually  will 
automatically  finance  itself  because  of  the  eligible 
quality  of  the  credit  instrument  employed.  This 
lessens  the  need  for  working  capital  and  increases  the 
ratio  of  earnings  to  capital  actually  employed.  Be- 
cause of  the  practical  certainty  that  money  will  come 
in  more  regularly  and  borrowing  power  be  greater, 
the  seller  will  be  able  to  conduct  his  business  upon 
a  more  systematic  basis.  Buaness  capital  will  be 
kept  in  properly  liquid  form  instead  of  being  tied 
up  as  at  present  in  open-book  account.  The  present 
difficulties  attending  the  collection  of  accounts  will 
be  eliminated,  or  at  least  greatly  reduced — this,  par- 
ticularly, if  the  acceptance  is  made  payable  at  the 
skier's  bank,  in  which  case  collection  becomes  a 
detail  in  the  machinery  of  banking  and  is  accom- 
plished without  any  effort  or  action  on  the  part  of 
the  seller. 

The  Buyer — The  use  of  the  acceptance  should 
represent  substantial  value  to  the  buyer,  particularly 
if  he  belong  to  the  better  class.  By  giving  to  the  seller 
a  negotiable  evidence  of  indebtedness,  with  the  full 
understanding  that  it  will  be  negotiated,  he  virtually 
serves  notice  upon  the  business  community  to  the 
effect  that  he  has  not  formed  the  dangerous  habit  of 
overbuying— that  he  is  prepared  to  meet  his  obliga- 
tions promptly  at  maturity — and  that  he  expects  to 
receive  the  fullest  measure  of  consideration  as  a  pre- 
ferred buyer.  By  assuming  an  obligation  in  this 
form,  he  establishes  rather  than  weakens  his  credit. 
His  paper  when  negotiated  will  receive  the  benefit  of 
the  best  preferential  discount  rates  and  the  obligation 


17 


throughout  will  be  carried  upon  his  own  integrity 
and  responsibility,  rather  than  upon  a  basis  of  spe- 
cial favors. 

The  Banker — The  general  use  of  the  acceptance 
will  help  banking  generally.  Commercial  paper  will  be 
more  soundly  based,  more  nearly  uniform  in  quality; 
will  be  presented  for  discount  with  greater  regularity, 
thereby  avoiding  congestion;  will  progress  upwards 
through  re-discount  channels  more  freely;  will  be  more 
helpful  in  showing  the  true  credit  standing  of  both 
seller  and  buyer.  Banking  resources  will  be  rendered 
more  flexible  and  their  commercial  possibiUties  for 
the  benefit  of  the  business  community  materially  ex- 
tended. Loans  by  banks  to  customers  no  longer  will 
constitute  a  direct  drain  upon  resources,  but,  in 
effect,  will  represent  a  guarantee  by  the  bank  of  the 
soundness  of  acceptances,  which,  because  of  their 
eligibihty,  can  be  converted  into  cash  quickly  and 
economically.  Otherwise  expressed,  the  bank  will  be 
able  to  loan  credit  instead  of  cash. 

The  country  bank,  or  the  bank  of  modest  capitali- 
zation, operating,  for  illustration,  in  a  manufacturing 
community,  in  which  the  demand  for  accommodation 
is  active,  no  longer  will  be  obliged  to  confine  its  loan- 
ing activities  within  the  narrow  limits  of  restrictions 
on  single-name  paper  at  present  provided  by  law, 
but  under  the  Federal  Reserve  regulation  concerning 
acceptances,  will  be  able  to  provide  customer  accom- 
modation to  an  extent  more  fully  in  harmony  with 
the  needs  of  the  community.  The  value  of  this  to 
both  customer  and  banker  is  obvious.  The  customer 
will  be  able  to  follow  his  natural  inclinarion  to  deal 
more  exclusively  with  his  local  bank  in  matters  of 
credit  instead  of  resorting  to  outside  financial  sources 
in  which  he  may  possess  no  parricular  friendly  in- 
terest. The  banker  will  find  that  the  increase  in  his 
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business  and  profits  resulting  from  the  use  of  accept- 
ances will  constitute  most  convincing  proof  of  the 
value  to  him  of  membership  in  the  Federal  Reserve 

system. 

If  merit  alone  were  to  control,  the  future  of  the 
acceptance  in  American  business  would  be  assured. 
With  such  a  record  of  effective  accomplishment  back 
of  it  and  bearing  upon  its  face  such  unmistakable 
evidences  of  superiority,  it  should  be  in  a  position 
to  demand  immediately  a  leading  place  in  the  financ- 
ing of  the  country's  business.  The  claims  of  com- 
peting methods — the  open-book  account  and  single- 
name  paper — would  receive  but  slight  consideration. 
Unfortunately,  however,  in  its  treatment,  merit  alone 
will  not  control.  The  inertia  which  has  resulted  from 
years  of  employment  of  other,  even  though  less  meri- 
torious methods,  cannot  be  removed  easily  or  in  a 
day.  Human  interest  and  human  selfishness  must 
be  served.  The  privileges  and  advantages  conferred 
by  long-established  custom  will  not  ^ve  up  the  field 
in  favor  of  the  new  method  without  a  struggle.  Then, 
too,  there  is  the  danger  that  we  may  view  the  ac- 
ceptance in  too  small  a  way — may  overlook  its  value 
for  larger  or  national  purposes — ^may  fail  to  realize 
that  while  it  eflPectively  serves  simple,  every-day- 
local  needs,  its  highest  purpose  is  to  be  found  in  the 
part  it  may  play  in  making  more  elastic  the  national 
currency;  in  rendering  more  fully  available  the 
national  resources. 

It  is  believed,  however,  that  the  wise  forethought 
which  has  provided  eflFecdve  means  for  the  absorp- 
tion of  the  country's  commercial  paper  has  reduced 
this  danger  to  a  minimum.  With  Government  in- 
terest and  private  enterprise  working  tog^er  in  a 
national  financial  plan,  with  Federal  Reserve  facili- 
ties always  available  to  the  fullest  extent  for  the 
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re-discount  of  eligible  paper,  as  the  Federal  Reserve 

Act  intended  they  should  be,  we  shall  have  con- 
venient and  secure  a  final  resting-place  for  the 
acceptance  in  which  it  will  prove  to  be  a  source  of 
eflfective  national  value,  against  which  Federal 
Reserve  notes  can  be  issued  and  redeemed  with  the 
rising  and  falling  of  the  tide  of  commercial  activity. 

It  is  hoped  that  the  intentions  of  the  Federal 
Reserve  Board  expressed  in  the  above  plan  will  find 
fullest  realization  in  results  and  that  no  serious  con- 
sideration will  be  given,  at  this  or  any  future  time, 
to  any  plan  of  Government  financing,  which,  in  the 
slightest  degree,  might  tend  to  clog  the  facilities  of 
that  great  financial  reservoir  now  so  fully  and  so 
effectively  at  the  service  of  the  nation's  commercial 
needs.  The  folly  of  any  other  course  becomes  ob- 
vious when  we  read  the  great  object-lesson  expressed 
in  European  achievements  of  the  last  two  and  a  half 
years  in  Government  financing,  in  which  the  cardinal 
principle  has  been  the  normal  distribution  of  Gov- 
ernment obligations  to  the  investors  without  inter- 
fering in  the  least  with  the  facilities  provided  for  the 
final  re-discount  of  commercial  obligations.  The 
finances  of  the  nation  then  will  be  fully  safeguarded. 
The  continual  process  of  transformation  of  the  vast 
commercial  credit  of  the  country  from  its  present 
more  or  less  frozen  condition  into  live,  eligible  Trade 
Acceptances  moving  easily  through  the  channels  of 
business,  practically  upon  a  currency  basis,  will  exert 
a  powerful  stabilizing  influence  upon  the  nation's 
resources  in  times  of  financial  stress. 

It  may  seem  that  this  is  a  small  and  unimportant 
thing  to  talk  about  in  times  like  these,  when  men*s 
minds  are  filled  with  thoughts  of  the  world  struggle 
which  is  upon  us  and  men's  hearts  are  heavy 
with  the  sense  of  impending  conflict.    We  shall 
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find,  though,  that   the   Acceptance  will  prove 
neither  small  nor  unimportant  if  our  work  in  the 
interest  of  its  development  be  well  done  and  if  the 
full  power  it  represents  be  turned  to  the  purposes 
of  preparation  for  the  days  of  trial  to  come  which, 
even  now,  are  here.  We  are  in  war— the  war  of  all 
tune— a  war  which  is  searching  the  corners  of  the 
earth  for  victims,  which  threatens  to  let  no  nation 
escape.   A  war,  not  in  the  least  of  our  choosing— 
which  fastened  itself  upon  us  only  after  we  had  ex- 
hausted every  possibility  of  charity,  of  patience,  of 
dehberarion,  and  which  will  remain  with  us  until  the 
madness  against  which  we  struggle  shall  be  crushed 
out  of  the  world  of  men.  For  us,  the  arguments  of 
mdifferoice,  of  neutrality,  of  self-sufficiency  no 
longer  have  a  meaning.   Not  the  uses  of  peace,  of 
comfort,  of  convenience  must  be  served,  but  those 
of  war,  of  suffering,  of  adversity. 

How  deeply  we  shall  enter  this  maelstrom  of  de- 
struction—what price  we  shall  pay  in  defense  of  the 
pnnaples  of  democracy  and  liberty  upon  which  we 
stand— and  when  we  shall  emerge  again  into  days 
of  peace,  triumphant  over  the  powers  of  autocracy 
and  oppression,  no  man  may  say— rime  only  can 
tell.    But  the  terrible  present  we  cannot  fail  to 
appreciate;  nor  should  the  simplest  mind  be  unable 
to  read  the  warning  it  brings— the  menace  to  our 
hberties— to  our  msriturions— to  civilization  itself. 
'^/l  "i?  *  ^®      cannot  fail  to  recognize  the  folly 
of  half-preparedness;  or  a  preparedness  based  upon 
the  theory  of  an  accidental  peace,  or  a  patched-up 
peace;  or  a  peace  of  expediency— or,  indeed,  of  any 
peace  which  does  not  bring  with  it  complete  vindi- 
cation of  the  great  principles  for  which  we  contend 
and  upon  which  the  true  civilization  of  the  worid  is 
based.    Far  better  a  war  which  will  try  us  to  the 
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last  extremity  of  our  resources,  if  right  and  justice 

and  liberty  may  triumph. 

Today,  calmly  and  dispassionately,  we  discuss  the 
merits  of  our  fellow-suflferers  in  this  world  calamity, 
even  of  those  we  are  forced  to  call  our  foes.  To- 
morrow, tonight,  this  very  minute  it  may  be,  some 
act  of  frightfulness  launched  when  we  least  escpect 
it  may  change  the  whole  current  of  our  national 
thought;  may  drive  from  our  hearts  every  senti- 
ment but  that  of  deadly  determination  to  make 
whatever  sacrifice  may  be  required  to  crush  the 
power  that  threatens  us.  At  such  a  time  the  war 
will  have  been  brought  home  to  us,  as  it  has  been 
brought  home  to  Belgium,  to  France,  to  England, 
to  Russia.  Our  line  of  duty  will  be,  indeed  even 
now  is,  so  well  defined  that  none  may  mistake  it, 
and  national  preparedness,  commercial  as  well  as 
military,  will  abandon  the  ranks  of  academic  discus- 
sion, for  all  time  it  is  hoped,  and  assert  its  true  posi- 
tion as  the  foundation  upon  which  are  built  the  honor 
and  security  and  power  and  freedom  of  the  nation. 

We  boast  of  the  democratic  quality  of  our  institu- 
tions. Should  we  not  be  ready  to  pay  the  price  of 
democracy  ? — to  insist  that  every  youth  m  the  land 
shall  be  trained  to  serve  his  country  in  time  of  war 
--^hat  every  man  of  proper  age,  regardless  of  his 
station  in  life,  who  enjoys  the  privilege  of  this  great 
home  of  freedom  shall,  without  distinction  or  favor, 
be  required  to  recognize  in  his  duty  to  the  nation 
the  obligation  to  be  able  effectively  to  bear  arms  in 
his  country's  defense — that  every  institution  which 
in  its  operation  affects  the  national  resources  shall 
work  for  the  elimination  of  methods  of  inefficiency 
and  the  substitution  of  others  better  qualified  to 
play  a  proper  part  in  preparing  the  nation  to  meet 
its  hour  of  trial. 
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